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Chart 2: New collections by State based on Fi-

nance Committee’s 20¢ cigarette excise hike, 5-
year total—Continued

Texas ........................................... 880.9
Utah ............................................. 62.9
Vermont ...................................... 46.0
Virginia ....................................... 448.9
Washington .................................. 229.7
West Virginia ............................... 135.8
Wisconsin ..................................... 306.5
Wyoming ...................................... 34.7
District of Columbia .................... 21.5

Source: Tax Foundation estimates based on data
from IRS, Bureau of the Census, and Centers for Dis-
ease Control.

Chart 3: Top Ten State Contributors to Senate
Finance Committee’s 20¢ Cigarette Excise Hike

1. California ................................. $1,155.5
2. Texas ........................................ 880.9
3. Florida ..................................... 852.0
4. New York ................................. 829.5
5. Ohio .......................................... 801.8
6. Pennsylvania ............................ 743.4
7. Illinois ...................................... 638.8
8. North Carolina ......................... 563.5
9. Michigan .................................. 507.3
10. Indiana ................................... 501.8

Total ...................................... 7,474.5
Source: Tax Foundation estimates based on data

from IRS, Bureau of the Census, and Centers for Dis-
ease Control.

‘‘What’s ironic about this tax,’’ noted Tax
Foundation Executive Director J.D. Foster,
‘‘is that, with over half of it earmarked for
healthcare costs for poor children, it
amounts to a case of the poor paying for new
programs for the poor.’’

NEW TAX FOUNDATION ANALYSES QUESTION
ROLE OF EXCISE TAXES IN SOUND FEDERAL
AND STATE TAX POLICY

WASHINGTON, D.C., JUNE 20, 1997.—Do excise
taxes represent good or bad tax policy? The
Tax Foundation recently published the first
two in a series of five Background Papers fo-
cusing on this and other questions relating
to the role excise taxes play in our economy.

In ‘‘Excise Taxes and Sound Tax Policy,’’
Dr. John R. McGowan, Associate Professor of
Accounting at Saint Louis University’s
School of Business, provides an overview of
how and why the federal excise system
evolved.

Excise taxes have always played a large
role in the federal government’s revenue col-
lections, forming the bulk of total revenues
in the early years of the republic.

While excise taxes constitute under five
percent of total revenues today, the federal
government still imposes excises on a wide
variety of goods and services, including gaso-
line and diesel fuel, tobacco and alcohol
products, airline tickets, firearm sales and
firearm dealers, heavy trucks and trailers,
large tires, coal, vaccines, fishing equip-
ment, and even bows and arrows. Federal ex-
cise receipts recently approached $60 billion.

Today, about 70 percent of excise revenues
come from the taxes on alcohol, tobacco, and
gasoline and diesel fuel, says Dr. McGowan.
The accompanying charts shows that federal
excises on distilled spirits, beer, and wine,
raised about $7.2 billion in 1995, while the to-
bacco excise raised about $5.9 billion, and
gasoline and diesel fuel taxes raised over
$22.6 billion.

Dr. McGowan concludes that while excise
taxes are relatively easy for governments to
impose, they generally do not represent
sound tax policy. Excise taxes can introduce
significant amounts of inefficiencies into the
economic marketplace and create a net re-
duction of benefits for consumers. Most sig-
nificantly, excise taxes are widely believed
to be regressive and therefore contrary to

long-held concepts of fairness in the United
States tax system.

In ‘‘The Use and Abuse of Excise Taxes,’’
Dr. Dwight R. Lee, of the University of Geor-
gia, examined the inefficiencies of the excise
tax. While he acknowledged that inefficien-
cies are inherent in any taxation, because
taxes distort the economic choices that peo-
ple make, Dr. Lee observed that the most ef-
ficient tax system minimizes this type of
distortion.

Excise taxes, however, are conspicuously
at odds with the goal of reducing tax distor-
tions, says Dr. Lee. They are the most dis-
torting of all taxes per dollar raised. Instead
of spreading the tax burden as neutrally as
possible over a broad tax base, excise taxes
single out a few products for a high and dis-
criminatory tax burden. While obviously un-
fair to the consumers of the taxed product,
imposing or increasing excise taxes to fund
tax relief for other taxpayers only exacer-
bates the problem.

Excise taxes are sometimes proposed to
fund specific government spending programs,
called ‘‘earmarking.’’ Only in a very few sit-
uations—where the consumption of a product
is complementary to the use of some other
good that cannot easily be priced directly—
can earmarked excise taxes be efficient. But
even here the efficiency of the excise tax de-
pends upon the revenues being uncondition-
ally allocated to the complementary use to
reduce the cost of rent seeking. The greater
the rent seeking over the allocation of the
revenues from a potentially efficient excise
tax, the less efficient it is and the lower the
efficient rate of taxation (under reasonable
assumptions about the relevant elasticity of
demand).

Mr. FORD. Mr. President, let’s be
fair. We had a negotiated agreement. It
wasn’t good enough. That may be the
floor. So here we come with 20 cents
more, and then 11 cents more. I have
65,000 farm families that this legisla-
tion will put out of business. Oh, we are
going to take care of them. Well, you
take care of them, then I will talk
about taxes. You take care of my farm-
ers and I will talk about taxes after
that. I will talk about how much you
get from the tobacco industry. I will
talk about how much you are going to
do for this group or that group. So take
care of my farmers, take care of my
people. I have stood by and watched
these people be run over long enough.
Oh, you can come out here with croco-
dile tears. I can tell you all the sad sto-
ries. But small businessmen are small
businessmen, and a small farmer is
still a small farmer. And 69 percent of
my farmers have another job. It be-
comes a husband, wife, and family oc-
cupation. You want to put them out of
work.

I understand smoking. I have been
smoking for 54 years and I am still
here, thank God. I understand smok-
ing. My grandchildren don’t smoke,
and I understand all of that. But then,
a while ago, we didn’t put a little de-
ductible, or eliminate the deductible
on the distilled spirits industry—beer,
wine, and distilled spirits. Here we
have tobacco and you pile on and pile
on and pile on.

Mr. President, I hope my colleagues
will do the best they can to help in this
case. It is an additional tax. It is put-
ting my people out of work. It is saying

to children on the farm—children on
the farm—that you are going to have
less income next year. You are going to
have less next year. Substitute another
crop. That indicates that you don’t
know what tobacco brings, you don’t
know what corn brings, or what soy-
beans brings—$1,844 net profit for an
acre of tobacco, and $100 from soy-
beans. You have to plant acres and
acres and acres of soybeans and one
acre of tobacco.

The PRESIDING OFFICER. The time
of the Senator has expired.

Mr. FORD. I suppose it’s time. I was
sweating anyhow.

Mr. ROTH. Mr. President, I yield 5
minutes to the Senator from Ken-
tucky, [Mr. MCCONNELL].

Mr. MCCONNELL. Mr. President, if I
were a Senator from any other State
listening to this debate, I guess I would
have to conclude that I don’t have any
tobacco growers. Cigarette smoking is
obviously not good for your health.
Why should I not vote for the Durbin-
Bond amendment?

Reason No. 1: We entered into a budg-
et agreement and this breaks it wide
open. There has been a lot of momen-
tum in this Chamber over the last
week to stick to the budget agreement.
This is a deal breaker. It wasn’t nego-
tiated by the President and the leaders
of the Republican Congress. It wasn’t
even voted on by the Senate Finance
Committee.

So the stake you have in this, I say
to my colleagues, you will be voting to
bust the budget deal wide open, in
order to raise taxes on low-income
Americans. What a great idea. This is
supposed to be a package about lower-
ing taxes by $85 billion, or close there-
to, over the next 5 years, and a vote for
the Durbin-Bond amendment turns it
into a tax increase bill—a tax increase
bill on the lowest income people in
America. In fact, 60 percent of any to-
bacco tax increase will be borne by
Americans making less than $30,000 a
year. So you will be transforming this
bill, which has been criticized by some
downtown as somehow a benefit for the
wealthy, into a major tax increase on
the most vulnerable, low-income peo-
ple in our society.

Regardless of how you feel about to-
bacco, regardless about how you feel
about smoking—I don’t smoke and
don’t support it particularly; I think it
is not good for you—it is a legal prod-
uct. That isn’t the issue here. Why in
the world, in a bill designed to lower
taxes, would we want to have a whop-
ping tax increase on the lowest income
people in America?

My good friend from Missouri said it
is a matter of equity. It sure is. What
is equitable about it? We are singling
out one industry and one socio-
economic group in America for a major
tax increase in a bill designed to lower
taxes on working American families. It
absolutely distorts everything this tax
reduction bill is supposed to be about.
Obviously, it has an impact on my
State. Senator FORD and I feel passion-
ately about this. Maybe some product


